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PROBLEMS OF 
EAST-WEST TRADE 


One of the arenas in which the “cold war” has been fought 
most persistently is that of international trade. East-West trade 
has been the subject of a constant barrage of propaganda, accu- 
sations and counter-accusations, restrictive action by govern- 
ments, and determined efforts to transform the sluggish flow into 
a healthy economic interchange. 


In the heat of argument a whole series of myths have sprung 
up, clouding both the realities of the situation and the significance 
of the measures which have been taken. In “Problems of East- 
West Trade,” the author attempts to dispel some of these mis- 
conceptions and to make a sober appraisal of the nature of East-. 
West trade and of the problems which have inhibited its growth. 
He deals with such questions as the definition and scope of East- 
West trade, the shifting nature of Eastern production and exports, 
the real nature of the obstacles, the consequences of United States 
restrictive measures, and the efforts of the United Nations to 
increase trade between East and West. He also analyzes the 
growing spate of trade fairs and their implications for the future. 
The author concludes that “nobody can do much about improv- 
ing East-West trade if political relations between the interested 
countries deteriorate. Nobody can do much about it if revolu- 
tions and repressions sweep the Eastern world destroying both the 
capacity and the will to produce. It is difficult to be very optimis- 
tic about the prospects for East-West trade in this autumn of 


1956.” 








MICHAEL LINDSAY HOFFMAN, the author, has spent 
the past ten years in Europe analyzing the problems of East-West 
trade as the European Economic Correspondent of The New 
York Times. During the war Mr. Hoffman served as United 
States Treasury Representative at Allied Forces Headquarters in 
Algiers, London, and Paris. Prior to this he taught at Trinity 
College in Connecticut and Oberlin College in Ohio, specializing 
in monetary theory and policy and international trade and 
finance. In December 1956 Mr. Hoffman assumed the post of 
Director of the Economic Development Institute, International 
Bank for Reconstruction and Development. Mr. Hoffman is that 
rare combination of scholar and journalist, of expert and in- 
terpreter. 
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The Nature of East-West Trade 


AST-WEST TRADE IS A CONCEPTUAL MONSTROSITY OF WHICH 
E statisticians, economists, and reporters have to try to make 
sense because politicians talk so much about it. Before 1946 this 
term would surely have implied to anyone a movement of goods 
from somewhere east of the Vistula and Suez to somewhere west 
of those globe marks. It is now commonly applied to an intricate 
web of trade between two groups of countries whose inclusion 
in one sector or the other bears no relation to geography and 
varies with the state of politics and the viewpoint of the observer. 
To refer to a shipment of microscopes from Yokohama to Prague 
as an export from East to West would betray commendable at- 
tention to correct English usage but gross ignorance of the state 
of the world. This is a shipment from West to East. 


Definition and Scope 


On the theory that any term generally used by intelligent 
people must mean something, we can, nevertheless, approach a 
definition. Probably the closest to common usage is that East- 
West trade means trade between Communist countries and all 
other countries, and that is the definition adopted here. An ex- 
ception must immediately be made for Yugoslavia which, since 
1950, United Nations statistical data have included among the 
Western countries. This was a reflection of the almost complete 
break in trade relations between Yugoslavia and the Cominform 
countries after Marshal Tito’s blackballing in 1948. There is 
quite a bit of trade into and out of mainland China that does 
not appear in any statistics. Nor is trade between the two Ger- 
manies counted as East-West trade. Finally, to cap the confu- 
sion, there does not yet exist a consistent, continuous series of 
authoritative statistics running from any reasonable base period 


Nore: This essay was completed before the author joined the staff of the 
International Bank for Reconstruction and Development. 
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prior to World War II down to the present.’ Table I, however, 
which is based on a reorganization of United Nations data, may 
serve to indicate something of the magnitude and evolution of 
East-West trade between 1938 and 1955. 


It is important to keep these general magnitudes in mind 
when discussing East-West trade problems. By themselves, how- 
ever, they really tell us only two things. The first is that trade be- 
tween these two blocs has been growing slowly during the past 
few years, after a sharp slump between 1948 and 1950. The sec- 
ond is that the segment of world economic life we are talking 
about is proportionately very small indeed. From a little over ten 
per cent in 1938, it has fallen to less than four per cent of the 
total trade of the West. 


VaLuE OF Worip Trape* 
(in billions of current U.S. dollars, f.o.b.) 
1938 1950 1951 1952 1953 1954 1955 (second half) 
Total 22.03 56.86 76.50 72.82 72.06 76.01 86.14 





* Trade within the Communist bloc is not included because it is unavailable. In addi- 

tion United States “‘special category’’ exports are excluded in figures from 1950 on—#i.e. 

military aid, gifts, etc. Based on International Trade, 1952 (Geneva, GATT, June 1953), 

Table II following p. 116; International Trade, 1955 (Geneva, GATT, May 1956), p. 2. 
+ At annual rate. 


We know little about the total flow of trade within the Com- 
munist world. From scattered evidence available, it seems al- 
most certain that trade within the Eastern group has expanded 
much more rapidly than East-West trade. Certainly trade 
within the Western group has done so. We may perhaps then 
add a third general point, namely, that trade within each group 
has grown since 1948 much more rapidly than trade between 
the groups. A recent speech by Mikhail A. Suslov, a member of 
the Presidium of the Soviet Communist Party, has indicated that 
trade within the Eastern bloc exceeded $18.5 billion, which 
would make it about ten per cent of total world trade.’ 


1 However, in the World Economic Survey, 1955 there is a table showing 
“Trade of Centrally Planned Economies with Rest of World.” Sales Pub. 
No. 1956.1I.C.1 (New York, U.N. Dept. of Economic and Social Affairs, 
1956), p. 117. Also, ECE after long and diligent efforts has derived several 
series for trade between Communist and non-Communist Europe, taking 
the two in their post-World War II sense. References are made elsewhere 
in this study to these series. For most recent statistics on trade between 
Eastern European countries and selected Western European countries by 
commodities, see United Nations Doc. TRADE/46, 16 Oct. 1956. 

2 The New York Times, 11 Nov. 1956. 
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It is appropriate at the beginning of the discussion to em- 
phasize the second of these general points. We are dealing with 
a segment of trade which, for the West as a whole, is marginal. 
It is particularly important to bear this in mind in view of the 
modern tendency to attach importance to percentage changes in 
economic magnitudes (which are indeed important in many re- 
spects). When we hear of a country’s doubling or tripling its 
imports from the East, or a fourfold increase in some Communist 
country’s sales to a Western country, we must beware of think- 
ing that great changes in the pattern of international trade have 
occurred. West Germany, for instance, just about doubled both 
its imports to and its exports from six principal Eastern European 
countries between the first half of 1955 and the first half of 1956. 
Is this important? Yes, of course, for the German business firms 
involved. But after this increase, trade with Eastern Europe 
(not including Eastern Germany) was still only 2.9 per cent 
of West Germany’s total foreign trade, really strikingly small, 
considering West Germany’s geographical location, industrial 
capacity, and history. However, for a number of reasons, this 
East-West trade is of special importance to certain countries, 
most of them in Europe, and it will be convenient to introduce 
at this point figures indicating the general magnitude of this in- 
tra-European trade, as there will be frequent reference to this 
special sector of East-West trade in what follows.* 


TRADE BETWEEN EASTERN AND WESTERN EUROPE* 
(in millions of current U.S. dollars, imports c.i.f., exports f.o.b.) 


Imports Into Exports From 
Western Europe Western Europe 
1949 1,033 828 
1950 803 644 
1951 1,014 747 
1952 995 739 
1953 910 789 
1954 1,034 972 
1955 1,357 1,095 


* ECE, Economic Bulletin for Europe, Vol. VII, No. 2 (Aug. 1955), p. 35; Vol. VIII, 
No. 2 (Aug. 1956), p. 43. 


8 Thanks to the diligent efforts of ECE, we know a good deal more about 
trade between the two sectors of Europe than we do about East-West trade 


as a whole. 


262 











Composition 


For many years before 1939 there was a fairly stable cus- 
tomary pattern of trade between Western and Eastern Europe. 
This consisted, broadly, of an exchange of Eastern food and 
certain characteristic raw materials for consumption goods— 
Western fabricated metals, machinery, and consumer goods. Im- 
mediately after the war it was widely assumed that a resumption 
of East-West trade would take place, if at all, within these tra- 
ditional patterns. There was a temptation which was not re- 
sisted to see a “natural” advantage in the exchange of Eastern 
timber, oil, bread grains, coarse grains, minerals, and coal for 
Western machinery and equipment. As will be noted below, a 
good deal of serious effort was devoted by national and interna- 
tional officials to promoting such a development. 


One of the fundamental explanations of the present low 
level of East-West trade in Europe is that the commodity com- 
position of trade has changed considerably from the traditional 
prewar pattern. More important, the commodity composition 
of what may be called the potential trade, or the trading capaci- 
ties, of the Eastern countries has undergone an even more dras- 
tic change. Instead of orienting their economic growth toward 
specialization in the production of goods which would exchange 
to maximum advantage with the West, the Eastern countries un- 
der their Communist regimes have, with minor exceptions, ori- 
ented their economic systems toward the production of goods 
which would tend to make them independent of imports from 
the West. Such deliberate specialization as there has been—and 
it seems to be a rather clumsy form of specialization, still in its 
infancy—has been directed to working out a better division of 
labor within the Communist bloc. 


While this process has probably had some effect in reducing 
the requirements of the Eastern countries for imports from the 
West, its principal effect has been in two other directions. First, 
it has increased the demand for former export goods within the 
Eastern countries themselves. Their industrialization and con- 
struction programs have used up timber, coal, ores, and other 
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raw materials which were formerly available for export. Second, 
it has reduced their capacity to produce goods in the traditional 
export categories by transferring resources to other sectors of 
economic activity. Furthermore the consequences of applying 
Soviet methods to the collectivization of agriculture, now appar- 
ently partly reversed, have been to retard the growth of food 
output to such an extent that the Eastern bloc (excluding the 
Soviet Union) is a substantial food deficit area instead of being 
a food exporting area, as before the Second World War. Part 
of the deficit of the rest of the area has normally been met by im- 
ports from the USSR. However, in some years massive Soviet 
purchases of butter, sugar, and edible fats from Western sources 
seem to have made the USSR also a food deficit area. 


Whereas more than 37 per cent of East Europe’s exports to 
West Europe in 1938 consisted of foodstuffs, only 19 per cent fell 
into this category in 1955. And the proportion seems steadily to 
be declining. No country but Bulgaria has shown any significant 
increase in food and fodder exports to Western Europe in the 
past few years, while there has been a steady intrusion upon 
trade agreements and, to a lesser extent, upon actual exports, 
of new Eastern export items. When Eastern exports to non- 
European areas are taken into consideration, these shifts are even 
more marked. Nearly all the recent increase in exports to the 
Middle East and Asia consists of manufactured products. Poland 
is now an exporter of chemicals, cement, machinery, railway 
equipment, and commercial vehicles. Hungary exports heavy 
construction machinery, railway rolling stock, and pipes and 
tubes. Czechoslovakia is the only Eastern European country 
whose automobiles have made any dent in the Western Euro- 
pean market, but several Eastern countries are exporting motor- 
ized equipment of various kinds. In non-European markets, tex- 
tiles, glass, and porcelain have made some progress. In 1955, 
according to the Economic Commission for Europe (ECE), 
manufactures for the first time constituted a larger share of total 
Eastern exports to Western Europe than food.* 





ECE, Economic Bulletin for Europe, Vol. VIII, No. 2 (Aug. 1956), 
p. 50. It should be noted, however, that fuels and crude materials still com- 
prised approximately 50 per cent of the total exports. 
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A major underlying problem in this development is the 
incapacity of Eastern countries, as presently organized, to produce 
goods that find “natural” markets through traditional outlets in 
Western Europe. The words, “traditional outlets,” are impor- 
tant. It is not often realized by those who do not themselves en- 
gage in the intricate business of international trade how very 
much easier it is to sell something to an old customer in another 
country than to a new one, or to sell an established standardized 
product than to sell a new one. The machinery for handling the 
East European grain trade still exists in Copenhagen, London, 
and Amsterdam. To expand the flow of grain through it would 
be a commercial problem of a totally different order than that, 
for instance, of achieving a similar expansion of East-West trade 
by the marketing in Belgium of Soviet automobiles. 


The fact that the shifts in the composition of production and 
exports in Eastern Europe have made the expansion of East- 
West trade difficult does not mean that such an expansion can 
never take place on the basis of the developing industrial exports 
of the East. It is generally true that an area which becomes in- 
dustrialized engages in more trade with other industrial areas 


than it did prior to its own industrialization. The popular no- 
tion that trade between raw material producers and industrial 
countries is always more advantageous or more “natural” than 
trade between highly industrialized regions has little basis in fact. 
It has none at all in the developments that have taken place 
since 1945 in the pattern of trade in the Western world.° 


While it seems probable that such trade as there is between 
Eastern and Western Europe will follow the pattern of trade be- 
tween industrialized areas, the over-all composition of East-West 
trade may prove to be more consistent with the popular notion 
of exchanges between industrial and non-industrial countries 
than with the pattern that has in fact developed in the non- 
Communist world. But in this case the East would play the role 
of the industrial region while the part of our West into which 
Eastern exports of industrial products would be expected to 


5 See International Trade, 1955 (Geneva, GATT, May 1956), pp. 3-6. 
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penetrate would be not the former Eastern markets in Western 
Europe, but the underdeveloped countries of Asia and Africa. 


Countries Principally Concerned 


While neither the total volume of East-West trade nor re- 
cent trends in its composition would suffice to make it a major 
problem on strictly economic grounds, there are problems con- 
cealed in the aggregates which it would be wrong to ignore. For 
some countries in each group the total volume of East-West trade 
is significant. And for more countries in each group the trade in 
certain products is significant. 


Finland and Iceland have sent about 25 per cent of their ex- 
ports to the East in recent years. In the case of Finland the pro- 
portion has been declining; in the case of Iceland it has been in- 
creasing. Finland has received more than 25 per cent of its im- 
ports from the East—the overwhelming bulk from the USSR of 
course. Turkey is selling a larger percentage of its exports to 
Eastern Europe than before World War II (about 21 per cent 
in 1955) and obtaining nearly nineteen per cent of its imports 
from there.® Turkish hides, cattle, cotton, dried fruits, citrus 
fruits, and wheat have all found growing markets in the East. 


Austria sends ten per cent and Yugolsavia about thirteen per 
cent of exports to the East, and in each of these countries the 
percentage is likely to grow in the next few years. Under an 
agreement reached in August 1956 between the USSR and 
Austria, nearly half of Austria’s total machinery and equipment 
exports was to be taken by the Soviet Union.’ There are al- 
ready signs of a return of Yugoslav trade to a more normal 
pattern which has been facilitated by substantial credits from the 
Soviet Union. Eastern markets for fruits, tobacco, and vegeta- 
bles are particularly interesting to Yugoslavia. 


Outside Europe, apparently only Egypt and Iran conduct 
more than ten per cent of their trade with Eastern Europe. In 


* ECE, Economic Bulletin for Europe, Vol. VIII, No. 2 (Aug. 1956), 
p. 48. 
7 Ibid., p. 49. 
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the case of Iran there are fairly obvious geographical reasons for 
this. In the case of Egypt, Soviet willingness to buy cotton, which 
constitutes more than 75 per cent of that country’s exports, is 
clearly the underlying reason. The trend has been accelerated, 
however, by political factors, including the readiness of Eastern 
countries to supply Egypt with arms that the West has denied it 
and the tension between Egypt and the major Western powers 
arising out of the dispute over the Suez Canal. It is probable 
that nearly one half of Egypt’s total exports will soon be flowing 
to the East. Egypt has not as yet been successful in finding 
goods to buy in the East, apart from arms. Nevertheless the per- 
centage of total imports from the East rose from six to eleven per 
cent between 1955 and the first half of 1956 and presumably is 
still rising. 


It is impossible, of course, to evaluate the significance of 
a given product on the basis of trade statistics. Trade between 
two regions in some obscure mineral may be small compared, 
say, to trade in grain, and yet the “importance” of the mineral 
to the importing region may be tremendous in terms of the cost 
of doing without it, while the grain would be comparatively easy 
to replace from other sources. Czechoslovak goose quills are 
hardly a major item in East-West trade, but championship bad- 
minton would be in a sorry plight without them. 


Obstacles Created by the East 


The basic explanation of why trade between one quarter 
of the world governed by Communist powers and the rest of the 
world should remain much lower than trade between any other 
two comparable regions is so simple and fundamental that it is 
frequently overlooked in current discussions of East-West trade 
problems. There is nothing in the natural endowment of the re- 
spective areas to explain this. The fact is that the Communist 
economic system is peculiarly antipathetic to trade relations with 
the non-Communist world. The barrage of trade promotion that 
has recently come from some of the centers of Communist politi- 


8 The proportion for the first half of 1956 was 33 per cent. 
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cal power may have succeeded in obscuring this point. It is cer- 
tainly true that official statements on the subject in recent years 
have been almost entirely directed toward encouraging non-Com- 
munist countries to enlarge their trade with the Communist bloc.* 


But the Communist attitude is, and by the force of logic 
must be, that trade is marginal, unessential, and presumably 
temporary. ‘There is a fundamental divergence between the 
Communist view and the normal Western attitude toward inter- 
national trade as a permanent feature of a developing civiliza- 
tion on which institutions can be based and national growth 
founded. 


The Communist attitude was well expressed in a speech 

made by Lenin to a congress of Russian metal workers on 6 
March 1922 just before his departure for a world economic con- 
ference at Genoa. He said: 
We are going to Genoa as businessmen, because we need trade with 
the capitalist countries, as long as they have not yet fallen to pieces. 
We are going there for the purpose of discussing the most correct 
and most favorable political conditions for this trade and only for 
this reason. ... We need trade with the capitalist states as long as 
they exist as such.’® 


Behind all subsequent Communist moves in the trade field 
has been the notion that trade outside the Communist world is 
a kind of necessary evil, to be accepted to a limited extent insofar 
as it fits conveniently into the plans of the Communist govern- 
ments. At the height of the post-Korean “cold war’ period, the 
efforts of the Communist governments to establish bloc self-suf- 
ficiency temporarily went to considerable lengths. A supposedly 
typical 1952 directive provides that only essentials not other- 
wise available were to be imported and, insofar as possible, paid 

® See, for instance, Pravda of 9 Jan. 1954, which devoted a special sup- 
plement to Soviet projects for enlarged trade with non-Communist coun- 
tries. For a recent indication of Soviet policy on promotion of trade, see 
the draft resolution on ‘Measures for the Development of Trade Co-opera- 
tion,” submitted by the USSR at the 22nd session of the Economic and 
Social Council. United Nations Doc. E/L. 734, 18 July 1956. 

10 Lenin’s Works, 2nd Ed., V. V. Adoratsky, V. M. Molotov, M. A. 


Savelev (Moscow, Partizdat of the Central Committee of the CPSU, 1930- 
32), Vol. XXVII (1921-23), pp. 169 ff. 
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for by export of non-essential goods and shipped in Communist 
vessels. There were to be no exports of defense materials and as 
little iron and steel as possible. The needs of the Communist 
countries were to have absolute priority.** Even at the height of 
their period of complaints against Western restrictions on exports 
of strategic items to Communist countries the Soviet leaders have 
never failed to express satisfaction that the self-sufficiency of their 
bloc has been accelerated by the effects of the restrictions.** 


Some of the most intensive endeavors to improve the flow 
of goods between East and West have been curiously blind to 
this fundamental aspect of the problem. This seems to have 
been particularly true of the ECE approach to the Eastern Euro- 
pean side of the problem which has tended, perhaps inevitably, 
to produce a series of answers to the question: “What would an 
intelligent non-Communist administration do in a Communist 
economy to maximize the national advantage from East-West 
trade?’ The relevance of the answers has been conditioned by 
the irrelevance of the question. 


Entirely apart from ideology, the existence of centrally con- 
trolled economies in Eastern Europe must be cited as a funda- 
mental reason for the low level of East-West trade. There are 
peculiar difficulties for private firms in dealing with state con- 
trolled monopolies. The extra costs of long negotiations, the fear 
of arbitrary changes in terms, the problems of a fairly competi- 
tive group of suppliers dealing with monopsonistic buyers, the 
constant interference of political factors—all these discourage in- 
vestment in the development of East-West trade.** 


On the other side, the nature of central economic planning 
is such that foreign trade must, with rare exceptions, be a resid- 


11 This directive was cited in an ECE meeting on 14 Mar. 1952 by the 
United States delegate, Robert Asher. It was not stated at the time, but 
the Eastern country involved was Czechoslovakia. Its authenticity was not 
repudiated. United Nations Doc. E/ECE/SR.7/19, pp. 20-22. 

12 See H. W. Berman, “Potential U.S. Trade with the Soviet Union,” 
Export Trade and Shipper, Vol. LXXIV, No. 24 (9 July 1956), pp. 12 ff. 

18 For a discussion of some of these problems, see Michael L. Hoffman, 
“Problems of Trade Between Planned Economies,” American Economic 
Review, Papers and Proceedings, Vol. XLI, No. 2 (May 1951), pp. 445-55. 
See also The New York Times, 22 Aug. 1954, Sec. 4. 
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ual of the functioning of the national plan. It is like the “errors 
and omissions” item in the United States balance of payments— 
large, perhaps, but mainly the consequence of the interrelations 
of other factors. Moreover, the lack of adequate machinery at 
the top for allocating resources according to some general plan, 
with provisions for adjustment in the rate of production, makes 
the trade “residual” even more unpredictable. For the most 
part the USSR relies on ad hoc solutions for such problems as 
thrust themselves inexorably up through the hierarchy of indus- 
tries and ministries.** The highly erratic nature of Soviet imports 
of rubber, butter, sugar, and various other foodstuffs offers ob- 
jective evidence of this. Imports may be increased in order to 
fill a seasonal gap or to alleviate some particular consumer goods 
shortage, or even to meet some political debt to a satellite. Ex- 
ports likewise may be increased arbitrarily quite irrespective of 
the “profitability” in an accounting sense. But neither exports 
nor imports enter importantly into the main calculations that 
govern the direction of economic growth. 


There is some evidence that this is less true in other Eastern 
European countries under Communist domination. The Polish 
government has consistently treated coal exports to Western 
Europe as an integral part of its general economic plan. The 
fact that it has been rather strikingly unsuccessful ia playing the 
role in the coal trade to which it aspired in the early years after 
World War II is irrelevant to this point. Yugoslav exports of 
minerals, timber, and hydroelectric power also appear to have 
been considered more or less on a par with the main lines of 
domestic production in central planning. These and other less 
important cases hardly alter the general picture of trade with 
the outside world as a marginal, even residual factor in Com- 
munist economic calculations. 


One can hardly suppose that the decrease in the share of 
Soviet trade conducted with Western countries—from over 90 


14 See, for example, the conclusions of an alert French Socialist, André 
Philip, who had exceptional opportunities during the summer of 1956 to 
talk with Messrs. Khrushchev, Mikoyan, and other Soviet leaders. Lecture 
before College de l'Europe Libre, Strasbourg, 14 Sept. 1956, mimeographed: 
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per cent in 1938 to under 15 per cent in 1955—could have oc- 
curred had such a trend conflicted with fundamental and long- 
term Communist policy. A similar shift has taken place in the 
trade of other Communist countries.** Yet the publicized failures 
of Communist economic planning in other directions, notably the 
fields of agriculture and transport, have been such as to make it 
equally unwise to assume that the present low level of East-West 
trade is solely the result of deliberate calculations on the part of 
the East. 


There is, indeed, abundant evidence that purely economic 
and financial difficulties on the Eastern side form continuing 
obstacles to the growth of East-West trade. These have ap- 
peared in connection with the trade in commodities which the 
Eastern countries quite clearly do want to sell in the West, no- 
tably coal, cotton, wool, timber, vehicles, and various manufac- 
tured consumer goods. 


Since the end of World War II, the smaller Eastern coun- 
tries have had difficulty in financing the level of imports ac- 
tually achieved. They have been almost continually at the limit 
of the credit margins open to them under bilateral agreements 
with various Western countries. In the immediate postwar pe- 
riod, and again, to a lesser degree, in the past eighteen months, 
these countries have received special credits from Western coun- 
tries to finance imports. Nevertheless their capacity or willing- 
ness to export to the West has failed to expand commensurately 
with their desire for imports. This has been a continuing limit- 

15 Geographical and other changes make the figures of doubtful compa- 


rability to the Soviet figures and to each other. For what they suggest, 
however, the percentages as calculated by the United Nations Secretariat 


for certain countries are: 


1937 1954 
Centrally Planned Centrally Planned 
Economies Others ___Economies Others 

Bulgaria 12 88 87 —— 
Czechoslovakia 11 89 75 25 
Hungary 13 87 66 34 
Poland 7 93 70 30 
Romania 18 82 72 28 
China (1948) 2 98 80 20 


(World Economic Survey, 1955, op. cit., p. 113.) 








ing factor in East-West trade. However, there is some evidence 
that exports to the West during 1956 have been increasing. The 
increased requirements for essentially relief supplies by Poland 
and Hungary as a consequence of their rebellions against So- 
viet political and economic domination make any calculation of 
short-run trends impossible either for them, or for the region as 
a whole. 


The USSR has never been restricted by inability to finance 
imports from the West in the sense that Communist China and 
the smaller Eastern countries have. The presumably huge Soviet 
gold reserves have been available, and during 1953 and early 
1954 were used to the extent of at least $300 million to finance 
an import surplus. There is no indication, however, that the 
Soviet authorities are happy about using their gold for meeting 
commercial deficits or any less interested than other central fi- 
nancial authorities in achieving a balance of payments that 
would make the sale of gold unnecessary. 


The USSR, on several occasions, has made loans to other 
Eastern countries including substantial amounts of gold or con- 
vertible currencies.** It has, however, refused to enter into any 
arrangements for improving payments between East and West 
that would involve financing by the USSR of trade debts of 
other Eastern countries.*" 


Only brief mention need be made of other economic limi- 
tations on the expansion of Eastern exports to the West. Some 
common difficulties encountered by Western importers include 
unreliable deliveries, irregular qualities (t.e., in cotton), poor 
quality (i.e., coal), obsolete design and techniques, the inability 
of Western importers to establish permanent representatives in 
Eastern industrial and commercial centers capable of dealing 
with the state trade monopolies, and, above all, prices that are 
too high in comparison with alternative sources of supply. 


16 These included a gold loan of $27.8 million to Poland in 1947, a “free 
currency” equivalent of 135 million roubles in a loan to East Germany in 
1953, and the recent $30 million free currency loan to Yugoslavia. 


17 See The New York Times, 14 Oct. 1954. 
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On the question of design and technique, ECE has uncov- 
ered an interesting estimate emerging from a conference of en- 
gineers and scientists in East Germany held in October 1955. It 
was there estimated that of different types of textile machinery 
produced, 43 per cent were below world market standards, and 
that for printing machinery the proportion was 58 per cent, a 
dangerously high percentage for a country seeking to compete 
in those products in Western export markets.** 


The price question has been much misunderstood. It is 
commonly supposed that a Communist trade organization given 
the task of selling a certain commodity in a non-Communist 
market is able to price its product without reference to cost, in 
the Western sense of the term. Most of the concern expressed 
in Western circles about Communist “trade offensives” assumes 
that the chief thing to be feared is “unfair competition,” or 
“dumping,” by which is generally meant selling at prices that 
Western competitors could not long afford to meet. 


But there is very little evidence that the Eastern trade or- 
ganizations do, in fact, commonly use price cutting as a means 
of promoting sales. Indeed, the price problem for the West in 
dealing with the East has almost invariably been that Eastern 
products are priced too high to be attractive to Western buyers. 
This has been as true of the “traditional” exports since 1946, 
as of the products, such as cement or vehicles, newly appearing 
in Eastern export offers. It has been most notoriously true of 
the one product which, according to any kind of accounting, 
ought to be substantially cheaper than competitive Western sup- 
plies, namely Polish coal. 


The cases of Denmark, Norway, and Sweden, all of which 
have on more than one occasion either broken trade relations, 
or engaged in lengthy and acrimonious negotiations with Poland 
as a result of the high prices and lagging deliveries of coal under 
bilateral agreements, are very instructive on this point. Yet the 
movement of coal from Poland to Scandinavia would seem to 
be about as “natural” a trade flow as it is possible to imagine. 


18 ECE, Economic Bulletin for Europe, Vol. VIII, No. 2 (Aug. 1956), 
p 3S. 
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So important and so general has been the price obstacle to 
greater Eastern exports to Western markets that ECE cited as a 
“major factor” in the increase of Eastern exports in 1954 and 
1955 the “greater willingness” of Eastern trading organizations 
“to quote more competitive prices.”*” 


It is almost impossible to tell whether price has been an im- 
portant factor in the expansion of Eastern markets in non-Com- 
munist Asia and the Middle East. Probably more influential in 
inducing countries to switch from Western to Eastern suppliers 
have been three other factors, such as the willingness, for ex- 
ample, to sell arms to Egypt and Syria which they could not ob- 
tain elsewhere; to buy commodities available for export in the 
underdeveloped countries, and to extend credit on easy terms. 
However, up to the present, the Communist “trade offensive” 
has resulted in much more substantial increases in Eastern pur- 
chases from the underdeveloped countries than in Eastern ex- 
ports to those areas, and there are numerous indications that 
these new trade partners are finding difficulty spending their 
credit balances in Eastern Europe. 


It seems safe to conclude on this point that comparatively 
high prices have been a consistent and substantial obstacle to 
the growth of Eastern exports. It would be unwise to conclude, 
however, that there is anything inherent in the situation of the 
Eastern economies that would make this always be so. 


Obstacles Created by the West 


Whereas Eastern governments exercise complete control 
over the direction and content of foreign trade as a matter of 
course, Western governments, in the post-World War II period, 
have done so only partially. Most of the state trading organiza- 
tions established in the West during the war have been gradually 
dismantled. Quantitative controls over both imports and exports 
have been “liberalized” substantially, and exchange controls have 
been relaxed. Since at least early 1948, however, the United 
States has applied special restrictions to exports to the Soviet 


19 Tbid., Vol. VII, No. 2 (Aug. 1955), p. 49. 
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bloc. These have been successively relaxed, tightened, and re- 
laxed according to the state of political and military tension 
between the Soviet and United States governments. They have 
been more or less adopted by the North Atlantic allies of the 
United States and by Japan. They have been attacked, in sea- 
son and out of season, by spokesmen for Communist govern- 
ments as the principal obstacle to the growth of East-West trade. 
They have been the cause of significant friction between the 
United States and its allies because of differing views at various 
periods about the efficacy of and necessity for particular con- 
trols, and because of the condition attached to United States fi- 
nancial and military aid requiring recipient countries to conform 
to certain minimum standards of strictness in the application 
of such controls. 


It would be misleading to discuss Western obstacles to East- 
West trade without stressing beforehand that the policy of the 
major trading countries of the West has always been favorable 
to the expansion of trade as such. The Western European coun- 
tries hoped, when the Marshall Plan was launched, to obtain 
seventeen per cent of their imports from Eastern Europe and to 
sell nineteen per cent of their total exports in that region. The 
United States fully approved this objective.” It was considered 
to be in the interest of the whole Western community that West- 
ern Europe should find non-dollar sources of supply for many 
goods then being imported from, and paid for by the United 
States. The fact that Western Europe has been far more suc- 
cessful than anticipated in expanding its exports to the non- 
Communist parts of the world does not alter the fact that there 
would still be real economic advantage to most Western European 
countries in a larger flow of East-West trade. So far as I am 
aware, no Western European government has ever made a pro- 
nouncement on the subject that did not recognize this and in- 
dicate a desire to see such trade grow. 


The emphasis upon and the controversy about United 
States controls have tended to obscure the positive side of this 


20 See The New York Times, 20 Mar. 1949, Sec. 4. 
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country’s policy. But there is no official statement on record 
by any United States Administration that opposes East-West 
trade in principle or states that it is the policy of the United 
States to diminish the total value of such trade, except for trade 
with Communist China to which the United States since 1951 
has applied a total embargo. Up through 1949 the United States 
Economic Cooperation Administration (ECA) had financed 
more than six million dollars of purchases in Eastern Europe by 
Western European recipients of Marshall aid. 


Successive speeches in the United Nations and elsewhere 

have given expression to the positive side of United States policy. 
In 1948 this was the subject of a lengthy statement by Willard 
Thorp, then Assistant Secretary of State, in the Second Commit- 
tee of the United Nations General Assembly,” and in 1949 Av- 
erell Harriman, then Special Representative of ECA in Europe, 
speaking as chief United States delegate to the fourth session of 
ECE, said: 
A larger volume of trade between Eastern Europe and Western 
Europe can raise standards of living in all Europe and will reduce 
Europe’s need for external aid. These are objectives which the 
record shows the United States to favor.** 


Every report of ECA and its successor organizations contains 
similar statements of policy. President Eisenhower, speaking to 
the heads of government of France, the USSR, and the United 
Kingdom at the Summit Conference in Geneva in July 1955 
said: 

I assume that each of us here is dedicated to the improvement of 
the conditions of life of our own citizens. Trade in peaceful goods 
is an important factor in achieving this goal. If trade is to reach its 
maximum capacity in this regard it must be both voluminous and 
world-wide.”* 


21 General Assembly, Official Records: 3rd Sess., Pt. I, 2nd Cmtte., 71st 
Mtg., 4 Nov. 1948, pp. 185-96. 

22 For a summary of this speech, see United Nations Doc. E/ECE/SR.4/2, 
9 May 1949, pp. 3, 5. 

28 The Geneva Conference of Heads of Government, July 18-23, 1955, 
Dept. of State Pub. 6046, Int. Org. and Conf. Ser. I, 29 (Washington, 
G.P.O., Oct. 1955), p. 64. 
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It is in the light of this positive encouragement of East-West 
trade in general, and, some critics might say, in the abstract, that 
United States actions in restraint of such trade must be regarded. 


With respect to imports, the United States has asked for 
no action by its allies. But since 1950 it has refused to grant 
most-favored-nation tariff treatment to imports from the Soviet 
bloc. The effect of this policy is that the full rates of duty of the 
Smoot-Hawley tariff of 1930 apply to imports from Eastern 
countries into the United States. This is a serious deterrent to 
trade, as there are very few items for which Eastern countries 
do not have to compete in the United States market with sup- 
pliers that benefit from the numerous and substantial tariff cuts 
made under the reciprocal trade program since 1934.** 


Only in one instance, when it was applied to Czechoslo- 
vakia, has this policy created a delicate situation. Czechoslovakia 
is a member of the General Agreement on Tariffs and Trade 
(GATT) by virtue of adherence prior to the Communist seizure 
of power in that country, and a basic rule of GATT is that mem- 
bers shall apply the most-favored-nation treatment to one an- 
other. In 1952 the contracting parties agreed to dissolve GATT 
commitments between the United States and Czechoslovakia. 
In a “general declaration,” they said in effect that the extreme 
incompatibility between the two nations simply made it impos- 
sible for them to be bound to respect their obligations to one an- 
other; and thus the contract was broken.” 


It is United States export controls that have been the most 
noticeable and most controversial part of its policy on East-West 
trade. The United States began restricting exports of certain mil- 
itary items and items of obvious military significance in March 
1948, under authority granted to the President and delegated 
to the Department of Commerce during World War II. In 1949 
Congress passed the Export Control law giving the government 
authority to prohibit the shipment of any export to any coun- 


24 According to Berman, op. cit., Soviet trade officials are highly con- 
scious of this obstacle to their sales to United States importers. 

25See GATT, Basic Instruments and Selected Documents, Vol. IU 
(Geneva, May 1952), p. 36. 
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try. In practice, except for items on the secret “positive list,” 
licenses are granted for all destinations except those included in 
our definition of the East. Even for Eastern destinations, con- 
trols have been alternately tightened and loosened over the last 
eight years as the “cold war’ waxed and waned in intensity. 
Thus three months after the policy was initiated in 1948 restric- 
tions were already being eased to permit shipments of some 
machinery and other items. Since November 1955, it has been 
the policy to issue general licenses for many categories of goods. 
But for a very important range of commodities, including most 
machinery, all obvious military items, ships, most metals and 
metal manufactures, and many chemicals, specific licenses are 
required and seldom granted. 


In addition to restricting its own exports to the East in ac- 
cordance with current standards of what is or is not “strategic,” 
the United States has for many years sought to obtain the co- 
operation of its allies and of other non-Communist governments 
in following a similar course. This began very discreetly during 
the period of the Marshall Plan.** The first lists of items which 
recipients of Marshall Plan aid were asked not to export to the 
East were drawn up in the summer of 1948, and the formal 
decision to use United States aid as a lever was taken by the 
National Security Council in December of that year. At first 
there was an “A” list of items which should not be exported at 
all to the East and a “B” list which should be exported only 
when some important counterpart could be obtained. In early 
1949 a committee, known as the Consultative Group Coordinat- 
ing Committee (CG-COCOM), was established in Paris and 
given the assignment of working out a common Western policy 
on exports to the East.” 


26 Indeed the early moves were so clothed in secrecy that great pressure 
was used by the Administration to prevent publication of the fact that such 
a program existed at all. As one result, a good many misleading and exag- 
gerated stories appeared. 


27 The members of this Committee, which still functions, are: Belgium, 
Canada, Denmark, Federal Republic of Germany, France, Greece, Italy, 
Japan (not, of course, a Marshall Plan country), Luxembourg, the Nether- 
lands, Norway, Portugal, Turkey, the United Kingdom, and the United 
States. 
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The State Department’s commendable efforts to keep this 
whole field of activity discreet and free of any overtones of 
United States dictation were completely frustrated by Congres- 
sional agitation and action following the outbreak of hostilities 
in Korea. Despite very strong pleas by President Truman, Con- 
gress acted, first in the form of amendments to appropriations 
bills, and later in the more explicit form of the Mutual Defense 
Control Act of 1951, known as the Battle Act, to penalize recip- 
ients of United States aid which would not conform to its stand- 
ards of control over exports to the East.” 


Although the Administration was unable to prevent Con- 
gress from laying down public directives, it did succeed in ob- 
taining a grant of discretionary authority whereby the President 
could direct the continuance of aid to a country permitting 
items to be exported eastward if its cessation “would clearly be 
detrimental to the security of the United States.” The Adminis- 
trator was charged with examining, in this connection, the value 
of the recipient country’s imports from the East, the adequacy 
of its export controls, and the recipient country’s contribution 
to “the mutual security of the free world.”*® This discretionary 
authority has, in fact, been extensively used. No country has 
been deprived of United States aid under the Battle Act, al- 
though several have, in effect, openly challenged the principles 
of the legislation.*° 


On the whole, the implementation of United States poucy 
through CG-COCOM in Paris and otherwise has proceeded 
smoothly at the official level. All the other major trading coun- 
tries of the West administer more or less strict controls on ship- 
ments to the East, some according to published lists, some, like 
the United States, according to secret lists. Even Switzerland 
which maintains strict independence as to the destination of 
goods of Swiss origin, operates controls over goods of non-Swiss 


28 The New York Times, 21 Sept. 1950. 


29 Mutual Defense Assistance Control Act of 1951, Public Law 213, Ap- 
proved 26 Oct. 1951, Sec. 103(b). 


80 Perhaps the clearest case was that of Denmark, which delivered a 
tanker to the USSR in July 1952. 
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origin. This permits Swiss importers to give satisfactory guaran- 
tees to exporters from countries participating in CG-COCOM 
controls that goods will not be reshipped to prohibited destina- 
tions. The Swiss also unilaterally decided to cut their own ex- 
ports of some items on the United States prohibited lists, al- 
though the government has not entered into any agreement with 
any other government to this effect. To have done so would 
have been regarded by the Swiss as a departure from their strict 
neutrality. These cuts, however, affected a very small proportion 
of their trade, and, according to Swiss officials, have had no 
significant influence on the volume of Switzerland’s trade with 
the East. 


The one thing perfectly clear about the United States efforts 
to control exports from West to East is that from the time that 
the matter was made the subject of Congressional inquiry and 
action, United States policy has exasperated responsible circles 
in nearly every Western European country and many countries 
outside Europe. As I wrote in 1951: 


What irritates Europeans most is that Congress seems to believe 
that (1) they are less interested than Congress in keeping down the 
Soviet war potential, although they are constantly in the shadow 
of the Russian Army and (2) that even if they feel correctly, they 
are incompetent to decide upon the balance of advantage in their 
trade with the Communists.** 


By openly threatening to cut off aid to countries not con- 
forming to United States control standards the United States 
seemed to many to have made a favorite Soviet propaganda 
theme come true—the theme that aid was only a device to im- 
pose United States control on Western Europe. Under the title 
“Congressional Battle Axe,” the friendly and influential Econo- 
mist wrote in August 1951: 


The Battle Bill implies either that America’s allies are disloyal or 
that they are incapable of deciding for themselves what is the bal- 
ance of gain and loss in their exchanges with the Communist coun- 
tries—in short, that they are either fools or rascals.** 


81 The New York Times, 26 Aug. 1951, Sec. 4. 
8225 Aug. 1951, p. 432. 
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Woe ase 


In 1953, when it became clear to most Europeans that the 
Soviet Union wanted to expand its trade with the West, the 
Paris newspaper, Le Monde, published a blistering criticism of 
United States policy under the heading, “Must Mr. Battle still 
dictate France’s response to the commercial proposals of the 
East?”’** The Rome newspaper, JI Sole, which generally reflects 
business opinion in the Italian capital fairly accurately, pub- 
lished an article in August 1953 demanding revision of the 
Battle Act on the ground that it restricted Italy’s exports of 
perfectly harmless products to East Europe.** While the West 
German government has cooperated fully in the CG-COCOM 
program of controls, businessmen in Western Germany have 
formed many organizations and passed many resolutions de- 
manding full freedom to negotiate sales in Eastern Europe, and 
in May 1952 the West German Bundestag voted unanimously 
to recommend to the Allied High Commissioners the resumption 
of “normal” trade relations with the Soviet bloc.** 


The failure of the United States to make large unilateral 
reductions in its customs duties on Western European manufac- 
tured products has frequently been cited as a reason why the 
United States is unjustified in placing obstacles in the way of 
maximum development of Western Europe’s trade with the 
East. Moreover, there has been suspicion on the part of business, 
and to some extent political groups, that limitations on what 
may be sold to the East have not been applied with equal 
stringency in all countries. The whole record is one of friction 
and distrust, mollified from time to time by announcements of 
revisions or relaxations of controls designed to permit an expan- 
sion of East-West trade.” 


It is impossible without access to all the data to judge 
whether or not the United States policy of restricting exports 
of strategic products to the East has achieved its objective of 


8316 June 1953. 

8427 Aug. 1953. 

85 See Manchester Guardian, 7 May 1952; ibid., 16 Oct. 1952. 

86 The most important relaxations seem to have been those of July 1954 
and Nov. 1953, the latter of which followed the Summit Conference in 
Geneva and was thought to be linked thereto. 








inhibiting the growth of Communist war potential. It is prob- 
ably not possible to form more than a rough judgment in any 
case inasmuch as what has to be decided is whether that war 
potential would have been greater in the absence of the restric- 
tions. The official United States view, as might be expected, is 
that the policy has been effective in hindering the growth of 
Soviet military power. At one time it was claimed in Washing- 
ton that the policy was to some extent responsible for the Soviet 
“peace offensive,” part of which has always been agitation and 
propaganda against the Western restrictions. 


This view has been rather skeptically received in Western 
Europe and it seems fairly obvious that after eight years of the 
policy Western military leaders do not regard the Soviet mili- 
tary machine as impotent. Given the resources of the Eastern 
bloc and the Soviet government’s capacity to direct those re- 
sources into military production, it seems improbable that any 
restrictions on East-West trade could do much more than make 
it more expensive for the USSR to achieve the desired degree 
of military power. Internal pressures on the Soviet regime to 
allocate more resources to consumer goods and to develop pro- 
ductive capacity in non-military lines appear to have been the 
most powerful factors affecting the size of the Soviet military 
endeavor, aside from any inherent limitations of manpower, tech- 
nical knowledge, and administrative capacities. While continu- 
ally denouncing the Western restrictions, Soviet leaders them- 
selves have frequently ridiculed the notion that they make any 
difference to Soviet military strength, or indeed, to the rate 
of growth of the Eastern world’s economy generally.*’ 


It also seems very doubtful that there is much substance 
in the Eastern allegation that the Western restrictions on ex- 
ports of certain items have been a major cause of the slow 
growth of East-West trade in the last decade. It is certainly 
true that Eastern trading organizations have offered to place 
orders for substantial quantities of machinery, metals, and other 


87 See, for example, the speech of A. A. Arutiunian, Soviet representative 
at the sixth session of ECE, on 5 June 1951. United Nations Doc. 


E/ECE/SR.6/12, pp. 25-28. 
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products and have sometimes actually given such contracts to 
Western suppliers only to have export licenses refused.” It is, 
however, impossible to distinguish between “real” and “propa- 
ganda” orders. Some cases have come to light in which Soviet 
orders placed with considerable publicity have been canceled 
subsequently although no export licensing problem was in- 
volved.** Both the British Board of Trade and the various United 
States agencies responsible for overseeing East-West trade have 
consistently maintained that the USSR and other Eastern coun- 
tries could in fact buy without hinderance all and more than they 
want of many products referred to in their frequent announce- 
ments of huge potential purchases (“if only the trade controls 
were removed”). Moreover, when the strategic lists were sub- 
stantially reduced in 1954 the USSR did not significantly ex- 
pand its imports. 


Experience of Neutral Countries 


Finally, the experience of three neutral countries that have 
not applied the CG-COCOM restrictions to their exports to 
the East and that have never been dependent on United States 
aid tends to support the view that factors other than Western 
restrictions are mainly responsible for the continued low level 
of East-West trade. The countries are Argentina, Sweden, and 
Switzerland. 


Argentina entered with great optimism into a trade agree- 
ment with the Soviet Union in 1953 under which the latter was 


to deliver machinery, power equipment, steel, coal, and petro- 
leum in exchange for linseed oil and various food products. A 
credit of $30 million from the USSR to Argentina for purchases 


88 See, for example, Berman, of cit. 

89 According to The New York Times of 18 Mar. 1955, more than twelve 
million dollars of orders for British machinery and consumer goods were 
canceled by the USSR without explanation, having been placed after the 
much publicized visit of a British trade delegation to Moscow in the previ- 
ous year. 

40 “Soviet Deterrents to Increased Foreign Trade,” U.S. Mutual Defense 
Assistance Control Act Administrator Report, 7th Report to Congress, First 
half of 1955 (Washington, G. P. O., Jan. 1956), p. 13. 
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of machinery was included. Both sides fell behind in deliveries 
but, according to Argentine data, the Soviet Union fell further 
behind than Argentina.“ Argentine imports from the East did 
rise substantially, in percentage terms, between 1953 and 1954, 
but fell the following year. Exports also rose. But the total 
trade turnover has not yet exceeded $200 million in any year. 
In view of the effort made and the apparent “natural” com- 
plementarity of the commodities available on each side, this 
seems very small. 


Sweden signed a five-year trade agreement with the USSR 
in late 1946 which contained a very substantial credit to the 
Soviet Union of one billion Swedish kroner. The agreement pro- 
vided for the delivery by Sweden of specific numbers of loco- 
motives and other Swedish engineering products. When the 
books were closed in December 1951, just over half (555 million 
kroner) of the credit had been used. The Swedish officials es- 
timated that, taking price increases into account, much less than 
half the originally planned exports had been taken by the Soviet 
Union.** The Swedish case is interesting partly because it indi- 
cates that even where payments difficulties, as well as “stra- 
tegic” restrictions played no part, Soviet purchases of Western 
products during those years were slow to expand. It may be 
that given a similar credit today, the USSR would buy more 
actively in Sweden, but the opportunity is not likely to recur. 


Swiss relations with Eastern trading organizations have, 
for all practical purposes, been governed by commercial con- 
siderations. In the early years after World War II Swiss busi- 
nessmen were very active in attempting to rebuild old contacts 
and develop new ones, particularly in Czechoslovakia with which 
Switzerland had had a substantial trade in prewar years. How- 
ever, they have been frustrated by the sheer difficulty of deal- 
ing with the new monolithic state trading organizations of the 
East. Even with nothing whatever of a political nature to hinder 
them Swiss traders have been unable to find in the East any 





41 The Times (London), 26 Aug. 1954. 
42 See Sverige-Nytt (Stockholm), 16 Dec. 1952, and The Economist, 29 
Sept. 1951, p. 757. 
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sign of those huge, hungry markets that seem to be visible to 
certain groups in the West. 


The figures tell a fairly clear story. In 1937 Switzerland 
sold 8.8 per cent of its exports to countries now in the Eastern 
group and obtained 11.6 per cent of its imports there. In 1948, 
before any conscious reorientation of trade had much time to 
take effect in the East, Switzerland sold 5 per cent of its exports 
in the East but could obtain only 7 per cent of its imports 
there. By 1955 Switzerland sold 3.1 per cent of its exports to 
the East and got 3.1 per cent of its imports there—a minor, slug- 
gish, and almost barter element in its active international trade.** 


It may be that Austria’s case will turn out to be even more 
revealing, but it is perhaps a little early to judge Austria’s role 
as the newest European “neutral.” Austria was much more 
heavily dependent on Eastern trade than Switzerland before 
the Second World War—imports 30 per cent, exports slightly 
less. In 1955 Austria’s imports and exports were less than ten 
per cent with the East, but they were expected to rise. 


My opinion, on balance, after nearly ten years of watching 
from a Western European base the impact of the United States 
and general Western policy of restricting exports of certain “stra- 
tegic” products is that it has probably had very little effect on 
the volume of East-West trade. I further believe that whatever 
effect it has had in impeding the growth of Soviet war potential 
has probably been largely offset by the stimulus it has given to 
the Communist governments to develop their own production 
of the commodities, machinery, and equipment affected by the 
restrictions. These are purely personal views offered here only 
because it would seem unfair to readers to let the above review 
stand without a frank statement of the writer’s personal con- 
clusions. I believe, however, that entirely apart from any per- 
sonal opinion, the record supports the view that the policy has 
been a significant cause of friction between the United States 
and its Western European associates and allies. 





48 See ECE, Economic Bulletin for Europe, Vol. VIII, No. 2 (Aug. 
1956), p. 48. 
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Efforts to Promote East-West Trade 


RGANIZED EFFORTS TO INCREASE TRADE BETWEEN THE 

East and West have taken three main forms: bilateral 
negotiations, discussions and negotiations within the United 
Nations, and organized discussions and conferences outside the 
United Nations. 


Bilateral Efforts 


Of these, the first is by far the most important, but little 
need be said about it here. There are almost continuous nego- 
tiations between every major trading country in the West and 
one or more Eastern governments. Bilateral agreements cus- 
tomarily provide for specific trade objectives, in terms of tons, 
bushels, and so forth. On the Western side these normally 
amount to nothing more than a commitment to grant necessary 
export and import licenses. On the Eastern side they are 
ostensibly government commitments to deliver or purchase 
specified quantities of goods. The qualifying adverb is necessary 
because it is clear from the record that these commitments are 
of a much looser order than the ordinary contract or firm under- 
taking. We have had occasion to refer above to some outstand- 
ing examples of failure by Eastern governments to carry out the 
schedules established in bilateral agreements.“ 


Most East-West bilateral agreements include provisions for 
payment in some Western currency. Agreements involving East- 
ern European countries other than the USSR customarily 
involve some credit “swing.” This means that while trade is, in 
principle, to be bilaterally balanced (taking into account provi- 
sions for paying off old debts and other special items) either side 


44 See pp. 283-84. 
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can draw on the other’s central bank up to certain limits to 
finance imports under the agreed program. The Eastern coun- 
tries have generally been close to the limits of their “swing” 
credits in Western central banks. Often, there is provision for 
settlement of some part of the Western country’s imports in 
“free” currency, or at least currency transferable within a wider 
area than the importing country. While there has been some 
improvement in mechanics, and some effort at introducing more 
flexibility into the bilateral agreements, the basic pattern remains 
very much as it has been since 1946.*° However awkward the 
system may be, and however inferior to multilateral methods of 
settling international payments and decentralized systems of con- 
ducting trade, the bilateral negotiation and trade agreement 
must be given credit for enabling East-West trade to take place 
at all. 


Trade agreements between the USSR and Western coun- 
tries do not involve any special payments mechanism. The Soviet 
Union never asks for credit under such agreements, being able 
to meet its bills either in sterling which it can acquire if necessary 
by sale of gold in London or in dollars. In recent agreements 
with Asian and Middle Eastern countries, on the other hand, the 
USSR has tied trade agreements to the extension of substantial 
credits in roubles with which the Western country may purchase 
Soviet equipment, machinery, or arms.** 


While the actual flow of East-West trade is governed 
primarily by bilateral negotiations and agreements, there have 
been numerous efforts to achieve something more significant and 
impressive through meetings of representatives of many countries 
from both sides. Indeed, it has been clear for years that only by 
breaking away from the bilateral pattern could the kind of spurt 
in East-West trade that all participants profess to want be 
brought within the range of practical possibilities. This was 
never better put than in the first comprehensive document pre- 


45 See ECE, Economic Bulletin for Europe, Vol. VII, No. 2 (Aug. 1955), 
p. 50. 

46 The ECE secretariat maintains but no longer publishes a current table 
of all known trade agreements between Eastern and Western European 
countries which may be consulted at the ECE office in Geneva. 
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pared by the ECE secretariat on the problems of East-West 
trade, in which it was stated that “under a regime of bilateral 
balancing trade is limited to the smaller of the potential flows 
in either direction.” The addition of credit “swings” does not 
alter this general point.*’ 


ECE Efforts 


The most elaborate and most persistent efforts to improve 
East-West trade have taken place within the framework of ECE 
which has been responsible for practically every serious idea on 
the subject and it is to that record that we shall now turn.** The 
restoration of a mutually advantageous flow of trade within 
Europe (at that time nobody in the West foresaw the extent of 
the split in Europe) was one of the reasons for the creation of 
ECE. The Commission was formed in 1947 on United States 
initiative to take over the work of the Emergency Economic 
Committee for Europe, which had been organized in London 
prior to the liberation of Western Europe with a view to estab- 
lishing inter-governmental cooperation on the many tasks of 
reconstruction and recovery after the war. 


By the time the first session of ECE met in April 1947 it 
was beginning to be clear that Western and Soviet ideas of the 
proper role of international organizations in recovery and recon- 
struction differed fundamentally. United States and other West- 
ern officials had been shocked and nonplused by the extent to 
which the Soviet Union, in the peace treaties negotiated in the 
summer of 1946, insisted on establishing a stranglehold on the 
economies of Eastern Europe through reparations settlements 
and the exclusion of all Western participation in the enforce- 


47 United Nations Doc. E/ECE/ID/2, 14 Aug. 1948, p. 45. 


#8 It might perhaps be wondered why the United Nations record does not 
begin with the Economic and Social Council which, by its terms of refer- 
ence, might be supposed to be the principal organ to deal with these mat- 
ters. Apart from establishing ECE and the other regional commissions, 
however, the Economic and Social Council has done nothing practical in 
the East-West trade field. A review of its debates would be tedious, repeti- 
tious, and unprofitable. Indeed ECE itself has functioned effectively only 
through its secretariat and its committees, not as a plenary commission. 
For the sake of brevity, however, I shall in most cases use the term ECE as 
shorthand for all parts of the Commission’s apparatus. 
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ment of the treaties. Shortly after the first session of ECE the 
East-West split was dramatically demonstrated by the Soviet 
delegates’ walking out of the Paris conference at which the first 
steps were taken to establish the program of intra-European 
cooperation and United States aid that became known as the 
Marshall Plan. 


Nevertheless, Western governments sent high level and 
competent delegations to the various ECE meetings and per- 
sisted in efforts to find an area of agreement within which a 
start could be made on opening up the channels of trade. 


The first ECE sponsored meeting specifically devoted to 
East-West trade took place in the summer of 1948. It was called 
the Ad Hoc Committee on Industrial Development and Trade, 
which grew into the Committee on the Development of Trade.“ 
These titles were not chosen at random. They were the outcome 
of furious debate and many midnight compromises between 
Eastern delegates, who wanted a committee on “economic devel- 
opment,” and Western delegates, notably those of the United 
States, who wanted ECE to confine itself to the promotion of 
East-West trade.” This all seems dim and inconsequential now, 
but, on the one hand, there was a real fear in United States 
circles, which was given impetus by the speeches of Eastern 
delegates, that a United Nations committee on “economic de- 
velopment” would turn into a battering ram for use against the 
Marshall Plan and would embarrass the United States by pro- 
viding a forum for Eastern demands for channeling financial aid 
through the United Nations. There was, on the other hand, a 
strong feeling in Western Europe and among the more com- 
petent non-Communist officials then still appearing in the dele- 
gations of the smaller Eastern countries, that East-West trade 

49 Since the question of intra-Western European trade relations has, for 
all practical purposes, been pre-empted by the Organization for European 


Economic Cooperation and GATT, trade as far as ECE is concerned means 
East-West trade. 

50 Gunnar Myrdal, the Executive Secretary, in a report to the Commis- 
sion dated 12 Mar. 1952, somewhat ingeniously credits the USSR with the 
initiative that led to the establishment of the trade committee. The final 
compromise took the form of an amended Soviet resolution, but the amend- 
ments converted its substance into the terms of reference desired for the 
committee by the United States. 
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could not, in fact, be developed without long-term financial 
assistance to enable Eastern countries to augment their produc- 
tion of exportable commodities. Many officials of the ECE 
secretariat shared this view which as an economic judgment was 
undoubtedly correct. United States delegates, however, believed 
the chances of Western aid—which meant in practice United 
States financial aid to Eastern Europe—were nil and that even 
were such aid politically feasible, the uses to which it would be 
put would be determined not by the reasonable Czechoslovak, 
Polish, or Hungarian economic officials who came to ECE but 
by the Soviet government in Moscow. 


The first attack on the problem of East-West trade was 
the most vigorous. In the documents prepared for the 1948 
meeting of the Ad Hoc Committee, the secretariat outlined pro- 
posals which deliberately went much further than it expected 
governments to be prepared to go and very much further than 
they have in fact gone. As nearly all subsequent action has 
been based on these proposals—suggestions is perhaps a fairer 
term—lI shall outline them briefly here. 


As a fundamental condition for expanding East-West trade 
ECE stated that governments on each side must know in con- 
siderable detail the plans of their prospective trade partners for 
the development of production in general and, particularly, of 
production of items likely to enter into trade.” 


It would seem to be a pre-requisite to sound planning and policies 
that Eastern and Western European countries should jointly explore 
their future import and export possibilities and the conditions nec- 
essary to their attainment.*? 


For standard commodities, such as grains, coal, and timber, 


51 It must be recalled that in 1948 Western European governments were 
still very much devoted to “planning,” and despite the strong reservations 
of Belgium (and the abstention of Switzerland) they were still talking in 
terms of “coordinating investment plans,” drawing up long-range export 
and import programs, and the like. Despite the obvious inconsistency of 
this sort of approach with the principles and objectives of GATT, powerful 
sections of the United States Administration were cheering the planners on 
and, indeed, castigating Western European officialdom for insufficient 
“coordination” of trade programs. 


52 United Nations Doc. E/ECE/ID/2, 14 Aug. 1948, p. 42. 
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ECE proposed the establishment of a list of products, based on 
past trade or known production potentials which Eastern and 
Western countries could expect to provide. Prospective exporters 
would state amounts they would be in a position to export over 
a period of years either on the basis of existing plans or possible 
modifications. It was ECE’s hope that such “modifications” 
might include changes in Eastern production plans in response 
to long-term purchase contracts or financial aid from Western 
countries.** Prospective importers would list their probable im- 
port requirements and estimate that proportion which they 
would seek from Eastern (or Western) sources. Trade officials 
from the various countries would then start to boil down the 
lists until specific demands and offers began to emerge. 


The use of long-term contracts, of from three to five years 
duration, was an integral part of the system for standard com- 
modities envisaged by ECE experts. This appealed to the East, 
particularly the smaller countries, which saw in the device a 
way of getting Western finance for equipment purchases in 
Western Europe. At that time, however, Western governments 
had no machinery for financing such contracts and Western 
European, private business was not interested. Some Western 
European governments were mildly favorable to the idea of long- 
term contracts for purchases of grain, timber, or coal from the 
East, but their interest declined when many of these commodi- 
ties were restored to private trade as wartime state trading ap- 
paratus was dismantled. The United States, for its part, posi- 
tively disliked the whole idea, claiming that it would introduce 
unwonted rigidity into international trade. In fact, very few 
contracts or even trade agreements covering more than one 
year have been made. 


To supplement this approach, and to extend the program 


58 This seems incredible in view of what we know now about the control 
of economic affairs during the Stalinist period, but as some of the trials of 
officials in Communist countries have revealed, there were still responsible 
elements in those countries in 1948 who were prepared to discuss such 
proposals with an international secretariat. ECE had solid ground for its 
hopes. An interesting case is cited in “Soviet Deterrents to Increased For- 
eign Trade,” op. cit., p. 15, the case being the charges against Messrs. 
Loebl and Margolius, former officials of the Czechoslovak Ministry of For- 
eign Trade at their trial in 1952 (part of the Slansky trials). 


291 











beyond the kind of standardized items to which the list technique 
was supposed to apply, ECE suggested two possible methods of 
improving the system of bilateral trade agreements. One was to 
attempt to negotiate multilateral trade agreements under which 
country A might be able to finance a needed import surplus from 
country B by selling to country C, the latter, in turn, finding it 
profitable to run an export surplus with B. Nothing more elab- 
orate than tripartite agreements was actually envisaged, although 
there is no theoretical reason why four or more countries might 
not be involved. 


The second device was the simultaneous negotiation of a 
large number of bilateral agreements. It was suggested that by 
negotiating with a number of countries at once, a given country 
could attempt to balance its trade with the group as a whole 
without having to achieve a defined bilateral balance with each 
separately. The idea was consciously based on the GATT tech- 
nique of simultaneous negotiation of large numbers of bilateral 
tariff agreements. These suggestions, the secretariat admitted, 
offered “manifestly an awkward and cumbersome substitute for 
traditional methods of international trade.”** This caveat is 
worth mentioning in view of the fact that the secretariat has 
sometimes been criticized for being overly fond of state trading 
and central planning techniques. 


In addition to all this, ECE proposed an elaborate system 
for liberalizing trade in so-called non-essential goods, which in 
those days included a surprisingly large number of items usually 
thought to be normal constituents of peacetime consumption. It 
is not worth describing this in detail. It involved creation of a 
““B” list of goods, trade in which would be financed through a 
special clearing mechanism into which each country would put 
some of its own currency. The country’s total payments to all 
other participants for imports of “B” goods could then be offset 
against its total receipts from other participants for export of 
“B” goods, just as banks normally “clear” checks on other banks 
paid into them against their own checks presented for collection 
by other banks, thus avoiding large cash settlements with each 


54 United Nations Doc. E/ECE/ID/2, 14 Aug. 1948, p. 50. 


292 





other bank separately. A country could keep in balance with the 
“pool” either by altering the coverage of its “B” list or by per- 
mitting its currency to be converted through the clearing (appli- 
cable to “B” goods only) at varying rates of exchange. Less well- 
conceived devices have been tried by governments, but even in 
1948 it was somewhat fanciful to imagine such a system func- 
tioning between Eastern and Western Europe. 


Recognizing that the problem of payments must be tackled 
along with the mechanism of trade, ECE proposed that the 
clearing arrangements then being established in Western Europe 
be extended to Eastern Europe. While crude, the early intra- 
European clearing provided for monthly off-setting of current 
trade debits and credits to the extent that this could be done 
without involving any country in an increase in its outstanding 
credits to its trading partners. The ECE secretariat estimated 
that eighteen per cent of East-West trade would be “multi- 
laterally compensable,” on the basis of 1947 figures.°° This 
figure was arrived at by taking the total trade turnover of each 
Eastern country with Western Europe as a whole, subtracting 
the part that balanced bilaterally, subtracting further the net 
import or export surplus, and assuming that the rest was “multi- 
laterally compensable.” ECE believed that the Western European 
clearing system would be “greatly strengthened” by the extension 
of the system to East-West trade.” 


Since 1948 ECE has sought to advance along one or more 
of these lines but no essentially new idea about how to improve 
East-West trade has developed, either within ECE or anywhere 
else.” 


55 This figure was admittedly optimistic. Ibid., p. 59. 

56 The Western system was, of course, finally strengthened by the injec- 
tion of a substantial dollar fund and the development of an even more su 
stantial mutual credit arrangement between the participating central banks. 
It finally became the European Payments Union, which still functions. The 
story is faithfully recorded in the Annual Reports of the Bank for Interna- 
tional Settlements from 1947 to date. 

57 One possible exception is the idea of special trading corporations in 
Western countries to centralize and promote trade with the East. This is 
referred to below, p. 306. I say “possible exception” because by impression 
is that most of these corporations have ideological rather than commercial 
backing, and are thus not serious elements in the East-West picture, but my 
information on their actual operations is far from complete. 
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The Committee on the Development of Trade held two 
meetings in 1949. At the second, in May, what the Executive 
Secretary later described as a “complete deadlock” developed on 
both procedure and principle. The East showed no interest in 
anything except relaxation of the Western “strategic” controls 
and accused the West of responsibility for the situation. The 
West, on the other hand, maintained that nothing could be done 
until the Eastern countries furnished information along the lines 
suggested in the original proposals of the secretariat. Without 
information, Western delegates said, they could not even begin 
to approach the problem of expanding trade. At this time a 
number of Western countries had lists of purchases and sales 
they were prepared to make. 


The Committee did not meet again for more than four 
years. This was the result of the very firm position taken by 
Gunnar Myrdal. He refused to call a meeting unless he was 
assured in advance that it would have a chance of producing 
concrete results, an attitude which, while it came as somewhat 
of a shock to governments used to attending meetings held 
merely because committees existed, eventually earned for the 
Executive Secretary a good deal of respect from both sides.” 


The secretariat did, however, continue to work through the 
so-called technical committees of ECE, trying to do on a com- 
modity-by-commodity basis what could not be done under the 
general heading of trade. It adopted this approach partly be- 
cause the only successful arrangement involving an exchange 
of Eastern for Western products was worked out in the Timber 
Committee. This involved $120 million of timber exports, 
mainly from Yugoslavia, but also from Austria and Poland, in 
exchange for Western machinery. It was partially financed by 
a loan from the International Bank for Reconstruction and De- 
velopment which was originally authorized at $8 million. Only 
$2.7 million was actually lent, all to Yugoslavia. Poland and 
Austria advised the Bank in the course of 1949 that the financial 





58 See statement by Mr. Myrdal at the seventh session of ECE. United 
Nations Doc. E/ECE/SR.7/18, 13 Mar. 1952, pp. 4-10. 
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help was not needed.” It is perhaps worth mentioning that this 
sole successful example of the type of finance-plus-trade-expan- 
sion transaction on which so much hope was placed in the early 
postwar years took well over a year to negotiate. 


Some trade discussions were held concerning grain in 
November 1950 and again in August 1951, at which time timber 
trade was also discussed. These were meetings of “experts,” 
which in ECE parlance means that governments were not ex- 
pected to commit themselves to anything and that the meetings 
were “exploratory.” They led to nothing except a “business-like 


exchange of views.” 


The next major effort to convene a general trade meeting, 
also on the “expert” level, was completely boycotted by the 
Soviet Union. It came in September 1952, at which time the 
Soviet clamor for increased East-West trade was at its loudest.” 
Mr. Myrdal’s telegrams to Moscow seeking to ascertain the 
Soviet government’s intentions toward the proposed discussions 
went unanswered. There has seldom been a more blatant or 
insulting rebuff by a member government to a United Nations 
initiative in the economic sphere. This Soviet action was par- 
ticularly surprising since that spring the USSR had joined in 
support of a unanimously approved resolution of the Commis- 
sion asking the Executive Secretary to continue efforts to develop 
“practical possibilities” for East-West trade.® 


By the next spring, the Soviet Union had completely shifted 
gears. Apparently unwilling to face another meeting of the 
Commission at which its contemptuous refusal to respond to 
Mr. Myrdal’s communications could be thrown in its face, the 
USSR indicated as early as January 1953 that it would send 
“experts” to “consult” with the Executive Secretary on possible 


new moves to break the jam. 


5° Fifth Annual Report, 1949-1950 (Washington, International Bank for 


Reconstruction and Development), p. 34. 
60 The Moscow trade conference, referred to in the following section, 


was held in the spring of that year. 
61 Economic and Social Council, Official Records: 14th Sess. (1952), 


Suppl. No. 5, p. 21. 
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Mr. Myrdal had devised the formula of informal consulta- 
tions between experts from governments and himself. In this 
way, he achieved important procedural advantages. He was in 
a position to control the agenda, and he did not have to permit 
any proposals to be put to a vote. Furthermore, the only official 
results of the “consultations” were whatever conclusions he chose 
to formulate. 


By this time the situation in Western Europe had changed 
dramatically from that of 1948-1950. A boom was in full swing 
and, except in Italy, large scale unemployment was only a bitter 
memory. The dollar problem was no longer pressing. Western 
Europe’s exports had grown substantially, both to dollar areas 
and elsewhere except to the East. And the large outlays of 
United States government funds in offshore purchases for its 
own and allied forces, in mutual aid, and in loans more than 
compensated for the remaining dollar deficit on current account. 
Western Europe had developed new markets and new sources of 
supply for goods formerly traded with the East. Pressure for 
increased East-West trade had definitely diminished in Western 
official circles. However, private business, which had regained 
great vigor, was on the lookout for new markets everywhere, 
including the East. 


In the consultation of April 1953 the technique of simul- 
taneous bilateral negotiations was tried, in a tentative way, for 
the first time. These bilateral talks, of course, were unofficial 
and were held outside formal meetings. For the first time, how- 
ever, there were some signs of concrete results. The Soviet 
representatives adopted a “business is business” attitude and, 
according to Western participants, did not once mention United 
States export restrictions at these private sessions. 


From the spring of 1953 to the present the ECE trade con- 
sultation machinery has functioned almost continuously either 
in commodity committees, meetings of “experts,” or meetings of 
the Committee on the Development of Trade. Eastern countries 
have been furnishing trade statistics to the secretariat and have, 
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on the whole, sent delegates of high technical caliber.** Mr. 
Myrdal predicted in April 1953 that the change in atmosphere 
reflected at the ECE session would lead to a revival of East- 
West trade. It did; or something did. From an index of 91 in 
1952 the volume of Western European exports to Eastern 
Europe rose to 136 in 1955. The index of volume of Western 
European imports from Eastern: Europe rose from 85 to 133 
over the same period** 


It is tempting to speculate as to what would have been the 
present state of East-West trade if, in the years when the West 
was receptive to elaborate plans for organizing East-West trade 
by the exchange of lists, multilateral agreements, or other de- 
vices of a similar nature, governments of Eastern countries had 
seized the opportunity. As things worked out, there has been a 
‘curious time lag of about five years between what the West was 
prepared to do and what the East was prepared to accept. The 
two sides have never arrived in the same bargaining arena at 
the same time. There is some hope in Geneva now that greater 
independence from Soviet control of some of the Eastern coun- 
tries may offer new opportunities for ECE to perform the role 
of “honest broker” in East-West trade. 


The only formal scheme still under consideration is the 
idea of a payments mechanism to help reduce the necessity for 
strict bilateralism in trade between individual Eastern and West- 
ern countries. The idea of expanding the European Payments 
Union is no longer envisaged. It is hoped, instead, that a simple 
form of clearing, without any credit features, might prove useful. 
As late as 1954 both the Soviet Union and the United Kingdom 
opposed any efforts in this direction on the ground that trans- 
ferable sterling provided all the clearing mechanism needed as 
between East and West. Most Eastern countries are in the 


: 62 The big break on the question of furnishing information seems to have 
come at the Timber Committee meeting of July 1953. 

68 ECE, Economic Bulletin for Europe, Vol. VIII, No. 2 (Aug. 1956), 
p. 43. The index numbers are based on 1950 as 100. To keep this rise in 
perspective it should be noted that with the same index numbers 1938 
poate =a exports to the East at 205 and Western imports from the 

ast at e 
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transferable sterling group, which means that they can make 
payments in sterling to, or receive payments in sterling from any 
other member, including all Western Europe, except Spain, and 
a large part of the rest of the non-dollar world. 


At a meeting of the Committee on the Development of 
Trade in October 1956, however, the Soviet Union withdrew 
its objections, and although the United Kingdom did not, it 
merely declared the scheme could serve no useful purpose. It 
was therefore decided to explore the practical aspects of such 
a mechanism, including the choice of a neutral agent to operate 
the clearing. This exploration is currently under way. At most 
such a system would provide for voluntary off-setting of debits 
and credits whenever the clearing agent could work out suitable 
“circuits” of payments among the participants. Most financial 
officials in the West doubt whether any substantial amount of 
clearing could be done in this way, but nearly all Western 
European countries except the United Kingdom are prepared 
to let ECE see what it can do. 


It is obvious from the above review of the United Nations 
efforts to develop East-West trade that very few specific results 
can be directly traced to ECE activities. As stated above, the 
great bulk of the trade moves as the result of bilateral negotia- 
tions and agreements. The success or failure of individual West- 
ern or Eastern governments in negotiating and implementing 
those agreements is unquestionably the main element determin- 
ing the level of trade. 


It is my opinion, nevertheless, that ECE must be given a 
considerable share of the credit for two things. It kept the 
channels of communication open during the frigid period of 
the “cold war.” And, when the thaw set in, it provided the 
forum in which first contacts could be made and new trade 
promotion schemes launched. There is no doubt in my mind 
that the great increase in the number and importance of bilateral 
agreements between Western and Eastern countries that occurred 
in the latter part of 1953 owed much to the multilateral and 
bilateral discussions that took place at Geneva that spring. This 
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was freely recognized at the time by many Western trade officials. 
For some countries—in particular Greece, Western Germany, 
and Yugoslavia—ECE was the only place in which, for certain 
periods, they could talk business with trade officials from the 
other bloc. 


While none of the more ambitious schemes originating in 
ECE for reorganizing East-West trade has materialized, there is 
still merit in some aspects of most of them. And the job of 
establishing “normal” and reasonably durable trade machinery 
for East-West dealings is still to be done. ECE may yet prove to 
have great value to both East and West in connection with 
future developments in East-West trade. 


Trade Fairs 


In addition to efforts just discussed, there have been many 
other missions, meetings, plans, and committees devoted to the 
improvement of East-West trade during the past few years. 
No effort will be made here to cite all of them. Indeed many 
have remained unknown beyond a small circle of interested 
traders or officials. Most, but not all of these moves have 
originated in the East. 


Trade fairs, such as those in Leipzig, East Berlin, Salonika, 
and the great Fiera di Milano, have been important to both East 
and West in establishing contact and evaluating each other's 
goods. Until recently Eastern exhibits tended to be long on 
impressive displays and short on goods for sale. But since 1954 
at least, at Leipzig and Milano in particular, business has been 
done on a substantial scale. It is probable that the trade fair 
will be of increasing importance in the East-West field. It is 
neutral ground; special facilities are generally provided for the 
people who actually transact the business to meet and discuss 
terms; and the ancient traditions of the European fair encourage 
an expansive outlook that seems to influence even governments 
to let business be done to which otherwise they might find objec- 
tions. While the Soviet Union has never held anything like a 
Western trade fair, special exhibitions of Western products are 
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occasionally shown there. Denmark had a large display of 
Danish products in 1954, and there was talk of a large United 
States trade show for 1957 before the troubles that broke out 
both within the Eastern bloc and between East and West in 
the autumn of 1956. 


By far the most elaborate effort to promote East-West trade 
outside the inter-governmental framework was a Moscow con- 
ference in the spring of 1952. It will be recalled that this was a 
period during which the Soviet Union refused to take any part 
in United Nations efforts to establish better East-West trade 
relations. It was also the period during which the Communist 
attack on Western restrictions on “strategic’”’ exports to the East 
was at its most vociferous. 


The conference opened on 3 April 1952 with about 350 
delegates in attendance. Nearly 150 more delegates arrived 
during the following week. Invitations had been sent to business 
organizations, individual businessmen, and committees that had 
been formed in various Western countries to promote East-West 
trade. Perhaps the most active of these latter was that in Brit- 


ain of which Lord Boyd Orr was chairman. 


No effort was spared to give the proceedings maximum 
publicity. Delegates were given masses of literature on all aspects 
of Soviet trade potential. Political debates were barred by the 
rules of procedure, although this did not prevent the Soviet 
delegation from laying heavy emphasis on the number of jobs 
that could be created in Western countries if Soviet offers were 
accepted. Vassily M. Kuznetzov, Soviet Trades Unions chief, 
said that Soviet orders could provide 100,000 jobs in Italy, 
200,000 in Britain, 100,000 in France, 100,000 in West Ger- 
many, and 100,000 in Japan. Particular emphasis was laid on 
the possibility of large textile purchases. The Western textile 
industries were then in a slump—indeed they were almost the 
only industries not suffering from a growing shortage of suitable 
labor. The Soviet delegates, neverthless, phrased much of their 


4 The New York Times, 9 Apr. 1952. 
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presentation in terms of saving Western Europe from the effects 
of a depression that only they could perceive. 


Every day during the eight-day conference news poured 
out of Moscow about deals in the making. At one point Eastern 
sources said that from fifteen to nineteen billion dollars worth 
of trade could be done within the next two years as a result of 
the conference. British textile manufacturers cabled Lord Boyd 
Orr, who was attending the conference, urging him to send spe- 
cifications and quantities of yarns and fabrics which Lord Boyd 
said Chinese trade officials were prepared to buy in Britain. A 
Chinese representative, Li Yeng Ming, said China had “huge” 
amounts of tea, silk, tobacco, coal, vegetable oils, ores, foodstuffs, 
and “art objects” to sell to the West. An enthusiastic represen- 
tative from Pakistan asked for the launching of a “Stalin plan” 
to help Asian countries build up their industries and improve 
their trade potential. And so it went. 


A permanent committee was established to continue the 
promotional work. It was later called the Committee for the 
Development of Trade, the same name, it will be noted, long 
applied to ECE’s Committee which the USSR was at this time 
boycotting.” A group of British businessmen and members of 
Parliament organized the International Trade Association for 
the specific purpose of developing contacts with the Chinese 
Communist trading organizations that had been made in Mos- 
cow. A West German business group established an East-West 
Trading Company, with vigorous support from business opinion, 
most of the press, and sections of the Federal Ministry of 
Economics.” 


In the United States the Moscow conference was regarded 
as an elaborate propaganda show and it was predicted that its 
results in actual trade would be insignificant. Most European 


65 T have never seen any specific information as to the exact constitution 
of this committee, but it seems to have been made up of representatives of 
the national groups that had been formed in a number of countries to pro- 
mote and participate in the Moscow conference. These were, of course, 
non-governmental groups in the West and state agencies in the East. 

66 This was some months after the Moscow conference but was generally 
regarded as a consequence thereof. 
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government agencies concerned with East-West trade took a 
similar view. 


Whatever the motives of the organizers may have been, the 
skeptics seem to have been right about the practical outcome. 
Imports of Western Europe from the East actually declined 
between 1952 and 1953, while Western exports rose by only $50 
million. The total turnover declined, but the volume indexes 
rose a little, presumably because of price changes. There is no 
evidence from the trade statistics that the conference had any 
substantial effect.*’ If it is objected that it takes time to produce 
and deliver goods even after contracts have been made it can 
be pointed out that most of the goods the East claimed to be 
prepared to purchase in such vast quantities were consumer 
goods, notably textiles, which were already available from stocks 
or required a very short period of production. 

Soviet offers to buy “several millions of pounds” worth of 
British textiles, the telegrams to and from Manchester, and 
the promises of jobs for Lancashire workers resulted in the 
following British textile exports to the Soviet Union: 1952— 
$100,000; 1953—$100,000; 1954—too negligible to be re- 
corded; 1955—too negligible to be recorded. One is surely 
justified in calling such a trade promotion a dud. Even some 
of the transactions that reached the stage of contracts were later 
canceled by Moscow. 


Results with China seem to have been somewhat better. 
Trade between the West and China jumped sharply between 
1952 and 1953, and it is only fair to assume that some of this 
was attributable to contacts made at Moscow. 

However, even here the record is spotty. Promised orders 
of £30 million of British goods by China in 1953 failed to 
materialize. It should also be noted that Switzerland, which 
took no part in the Moscow conference, enjoyed as large an 
increase in exports to China as any country, while Belgium, 
which took a very active part, increased sales to mainland China 


®T See table on p. 262; also ECE, Economic Bulletin for Europe, Vol. 
VII, No. 2 (Aug. 1955), p. 35. 

68 Jbid., Vol. V, No. 2 (July 1953), p. 43; Vol. VII, No. 2 (Aug. 1955), 
p. 68; Vol. VIII, No. 2 (Aug. 1956), p. 80. 
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by only about $800,000, although Belgian imports, normally 
much larger than exports to China, rose by nearly three million 
dollars. In any event the $56 million of new business envisaged 
for Western Europe by Chinese spokesmen at the Moscow con- 
ference were not visible in the 1953 or 1954 data and are not 
visible yet.°* No evidence has come to my attention that trade 
between any of the smaller Communist countries and the West 
was affected one way or the other by the proceedings at Moscow 
in the spring of 1952. 


As for the Moscow-born Committee for the Development 
of Trade, it seems to have disappeared from public view. Shortly 
after the conference this group tried to establish headquarters 
in Switzerland. The cantons of Zurich and Geneva were ap- 
proached. Both, in the end, refused permission for the organi- 
zation to operate in their territory. This attempt to set up an 
organization near ECE headquarters, bearing the same name as 
that body’s trade committee, was too obvious an effort to confuse 
the functions of the two groups in the public eye. Swiss officials, 
suspecting that the proposed body would be a center of agita- 
tion against Western trade policies and a source of embarrass- 
ment to the United Nations, would have none of it. An organi- 
zation with a slightly different name which until recently issued 
occasional bulletins from Vienna may be the remnant of this 
great project. 


Stalin died, the Soviet Union began to take part in the 
ECE trade meetings, and the Moscow conference passed into 
history, having created a tremendous splurge of plans and 
promises, and having no doubt been a considerable propaganda 
success from the Soviet and Chinese viewpoints. 


69 Direction of International Trade, Statistical Papers, Series T, Vol. VI, 
No. 10, Sales No. 1956.XVII, 1 (New York, United Nations), pp. 41, 42. 
For Belgian trade with China see p. 148. 
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Conclusions and Prospects 


T IS TEMPTING TO CONCLUDE FROM THE STORY OF EAst-WEST 
I trade during the past decade that seldom has so little been 
accomplished by so much talk and negotiation, and let it go at 
that. As noted at the beginning of this survey, the extent of 
economic activity about which these many controversies rage is 
small, almost insignificant compared to world trade as a whole 
or to production of goods and services in either the Eastern or 
Western sectors of the globe. It is difficult to see how more 
could have been done than was done, mainly by the patient 
officials of ECE, to apply sensible international solutions to the 
trade problems posed by the spread of communism over a large 
part of the world. And yet the results, though visible, are 
meager, either in terms of what was hoped for by the West in 
the early postwar years or in terms of what has frequently been 
held forth as possible by the East. They are equally meager 
in terms either of prewar trade between the two regions—taking 
into account the growth of world production and consumption 
in general—or in terms of what any reasonable estimate of po- 
tential trade would suggest. 


Events of the past few months have again thrown the world 
into a state of tension that makes the political obstacles to any 
settlement of trade problems very considerable. It is possible 
that our “East” will emerge from those events as a much less 
coherent bloc, politically as well as with respect to foreign trade 
policies. It is possible that United States policy will distinguish 
more than it has in the recent past among different countries 
covered by our definition of the East. Such changes would 
offer new opportunities for development of East-West trade. It 
is probably safe to predict that the extent and variety of these 
opportunities would be greater, the greater the amount of de- 
centralization within the Communist bloc. It would be rash to 
go beyond that in the autumn of 1956. 
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My own view is that as long as the Communist economic 
system prevails in a country, under any form that now seems 
possible, that country will be unlikely to prove a stable, profit- 
able, and reliable trade partner for Western private enterprise. 
The very mechanisms of state trading militate against it. It 
seems improbable that any government believing itself to be 
carrying through the Communist revolution could ever regard 
trade with the West as more than a marginal, temporary factor 
in its general economic planning. 


The lure of trade remains and people on both sides will 
continue to follow it. The problems of finding appropriate 
mechanisms for conducting East-West trade also remain, and 
people will doubtless continue to try to solve them. The story 
is one that does not end with any particular development in 
trade or politics. It will go on as long as there is no complete 
break between the two worlds, as long as there is no general war. 
Governments have never succeeded in completely stifling the 
impulse to trade, and there is no reason to believe they could 
do so now, even if they should so desire. 


However, should the time come when political and eco- 
nomic interests combine to make a significant expansion of East- 
West trade desirable, more would have to be done than merely 
to “remove obstacles,” such as Western export restrictions and 
tariff discrimination or Eastern barriers to movements of busi- 
nessmen and patent protection. Some new machinery would 
probably be necessary, both to protect Western markets against 
the disruptive effects inherent in the sporadic nature of Eastern 
supply and demand and to provide a workable basis for nego- 
tiating contracts with Eastern state trading organs. 


One thing the West should certainly encourage is increased 
decentralization of the trade machinery of the East. This would 
make it possible for Western business organizations to negotiate 
with opposite entities more nearly of their own size and degree 
of independence. But the West would also probably find it nec- 
essary to invent some new way of buying from the East. 


It has been somewhat of a theme of this essay that from 
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the purely business viewpoint the chief limiting factor in East- 
West trade has been the failure of the East to sell enough in 
the markets of the Western industrial countries—not export 
restrictions, capitalists plots, or the tactical fluctuations in Com- 
munist doctrine. It would seem to follow that the way to im- 
prove East-West trade is to improve Eastern sales to the West. 
Given the wherewithal to purchase, Eastern imports from the 
West seem likely to take care of themselves within existing trade 
channels. What might be called the Moscow conference ap- 
proach, of announcing loudly that one has vast quantities of 
this and that for sale, is unlikely to prove of much use to East- 
ern governments if they, in truth, desire to cooperate in a pro- 
gram of expanded trade. 


With respect to fairly standardized commodities, notably 
timber, grains, cotton, petroleum, coal, mineral ores, and the 
minor raw materials for which organized markets exist in the 
West, I am inclined to believe that the original ECE idea of 
long-term contracts—say three to five years—is the best ap- 
proach. The Eastern state machinery simply does not move 
rapidly enough to enable it to produce contracts of interest to 
Western buyers if frequent negotiations on terms are involved. 
The Eastern bureaucracy seems to need a guaranteed sheltered 
market to induce it to set the wheels of production in motion 


The great objection to this approach is that it would re- 
quire state trading by the West. Probably only a state trading 
organism could afford to enter into long-term contracts of this 
nature on which heavy losses might be sustained and to finance 
which large sums are often required. It may be that for some 
commodities it would be necessary for Western countries to 
establish state trading organizations. However, the sector of 
trade in any one commodity likely to be involved for any one 
country is so small that this need not lead to control of interna- 
tional trade by state trading. I doubt if any such organization 
would become as large a factor in the market as the Commodity 
Credit Corporation of the United States is in cotton and wheat. 
That is not to say that such organizations are desirable in them- 
selves. But expedients may be necessary in East-West trade as 
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well as in domestic agricultural policy. To the extent that de- 
centralization of Eastern state trading machinery takes place, it 
would of course be less necessary for Western countries to estab- 
lish special large trading units of their own. 


I should imagine, moreover, that there would be compara- 
tively few commodities for which state trading need be used 
more widely than it is at present. It is too easily assumed that 
state trading is the only means of pooling a country’s trade inter- 
ests in a certain sector. Surely the petroleum industry is organ- 
ized in units sufficiently large to enable it to conduct long-term 
business on fairly even terms with any Eastern state trading 
body. In grains and timber some countries in the West already 
centrally control international trade. For others, existing coop- 
erative buying machinery could be adapted. For coal and other 
components of steel, it would seem that little increase in the 
degree of centralized buying would be involved, either in the 
European Coal and Steel Community or in the highly organized 
British iron and steel industry, nationalized or not. In all these 
cases the only innovation would be the extension of activity more 
consciously into the East-West trade field. In some other cases 
cooperative buying machinery could be created to service more 
than one Western country. I can envisage without much diffi- 
culty, for example, a substantial Latin American purchasing 
agency—which might also be a selling agency for similarly stand- 
ardized Latin American exports—capable of pooling the de- 
mands of several countries for Eastern products and of entering 
into long-term agreements. 


For Eastern commodities traded in well-organized markets 
in the West an additional degree of flexibility might be intro- 
duced in some cases by using the device of maximum and mini- 
mum guaranteed prices, instead of trying to fix prices over long 
periods. If, as is generally agreed, the incentive of a known 
minimum return for known minimum sales is necessary to induce 
Eastern economic machinery to turn in the right direction, some 
adaptation of the maximum-minimum price device used in the 
International Wheat Agreement might be developed. It might 
be noted that Communist governments, even in trading with 
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each other, utilize Western market prices as a proper gauge of 
value. 


Problems of quality, performance, durability, and design 
cannot of course be solved by any juggling with trade machinery. 
To the extent that the recent trend toward more diversified 
exports from Eastern countries continues, their sales problems 
change. The production of practically all machinery and me- 
chanical equipment, transport equipment, and capital goods 
generally, including steel, takes place the world over on the basis 
of specific orders, with type, design, and so forth fixed in ad- 
vance. Thus, on the one hand, the need for employing any 
special means to provide Eastern suppliers with contracts long 
enough to induce them to plan for the production of exportable 
goods hardly exists in these fields. The problem of salesmanship, 
on the other hand, becomes of first importance. This is an area 
in which Western assistance, if acceptable, could make great 
contributions to the development of East-West trade as Eastern 
economies become capable of producing more machinery, equip- 
ment, and complicated mechanical products. 


The above tentative suggestions are put forward with diffi- 
dence only to suggest that there are a number of things to be 
explored if both sides really desire an increase in East-West 
trade. Every commodity and every manufactured item has its 
own marketing problems, of course, and only those thoroughly 
familiar with the intricacies of production and commerce could 
prescribe in any detail for any of them. 


The job of the economist, trade technician, and reporter 
ends about here. Nobody can do much about improving East- 
West trade if political relations between the interested countries 
deteriorate. Nobody can do much about it if revolutions and 
repressions sweep the Eastern world destroying both the capacity 
and the will to produce. It is difficult to be very optimistic about 
the prospects for East-West trade in this autumn of 1956. 
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